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The  Fire- fiend  Americanus. 


Humanity  has  never  been  free  from  the  necessity  for 
paying  tribute  to  some  devouring  monster.  When  our  pre¬ 
historic  ancestor  hid  in  caves  or  roosted  in  treetops,  the 
sabre-toothed  tiger  dogged  his  footsteps  for  its  tribute  of 

K  flesh  and  blood.  In  later  ages,  when  mankind  began  to 
coagulate  into  tribes,  war  succeeded  the  sabre-toothed  tiger, 
and  each  warring  tribe  became  a  destructive  monster  to 
fO  every  other.  When  civilization  had  finally  moulded  hu- 
—  manity  into  nations,  and  the  arts  of  peace  had  built  cities 
Jand  stored  them  with  accumulated  wealth,  came  a  new 
.monster — impersonal,  vast,  sleepless  and  insatiable.  The 
appetite  of  the  sabre-toothed  tiger  was  sated  with  flesh  and 
blpod.  After  its  repast  on  a  single  victim,  it  would  hunt  its 
lair,  lick  its  chops,  and  take  its  ease  for  a  time;  but  our 
modern  monster  never  sleeps,  and  craves  not  only  flesh  and 
blood,  but  everything  that  man  possesses.  Its  appetite 
grows  with  what  it  feeds  upon  and  its  digestive  capacity 
has  no  limits.  A  crowded  theatre,  school,  church,  hotel  or 
hospital,  with  all  its  contents,  is  a  mere  appetizer,  and  for  a 
reasonably  full  meal  it  can  devour  an  entire  city.  In  de¬ 
structive  capacity  this  monster  of  modern  civilization  is  to 
the  sabre-toothed  tiger  what  the  tiger  was  to  a  flea. 

If,  like  the  tiger,  it  were  small  enough  to  come  with¬ 
in  the  range  of  vision,  if  it  wore  teeth  and  claws  and 
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emitted  an  occasional  roar  in  the  still  night  hours,  men 
would  speak  of  it  with  bated  breath  and  station  sentinels  on 
every  hilltop  to  give  warning  of  its  approach.  “If  the  stars 
should  appear  one  night  in  a  thousand  years,  how  would 
men  believe  and  adore  and  preserve  for  many  generations 
the  remembrance  of  the  city  of  God  which  had  been  shown  P 
Had  our  monster  but  once  in  human  history  devoured  a 
single  city,  the  tale  would  live  in  legend  to  the  end  of  time, 
but  familiarity  breeds  contempt. 

America  is  the  favorite  habitat  of  this  monster  of  the 
unquenchable  appetite,  and  the  United  States  its  special 
haunt.  The  reek  of  its  odor  taints  the  land  and  the  evi¬ 
dence  of  its  visitations  is  visible  at  every  turn.  Every  hour 
in  the  day  its  jaws  are  busy  crunching  great  buildings  with 
all  they  contain.  There  is  no  safety  from  it  in  the  upper¬ 
most  stories  of  our  highest  skyscrapers,  and  it  is  most 
dangerous  in  the  most  crowded  sections  of  our  greatest 
cities.  During  every  four-year  period  it  devours  about  a 
billion  dollars  of  our  substance  and  thousands  of  human 
victims,  and  yet  we  keep  no  sentinels  on  the  hilltops  to 
warn  us  of  its  approach,  and  one  and  all  go  about  our  busi¬ 
ness  as  if  it  did  not  exist.  Our  President  convokes  a  con¬ 
vention  of  all  our  State  Governors  to  inaugurate  united 
action  against  the  numerous  forms  of  destruction  which 
have  created  what  we  now  refer  to  as  National  Waste,  and 
forgets  to  mention  it,  and  each  and  every  assembled  excel¬ 
lency  airs  his  note  of  warning  in  which  its  name  does  not 
appear.  Our  national  hero,  like  Tartarin  de  Tarascon,  is 
busy  furbishing  his  armory  of  deadly  weapons  to  go  forth 
and  redeem  humanity  from  the  monsters  of  darkest  Africa, 
in  seeming  ignorance  of  the  fact  that  he  is  leaving  in  undis¬ 
turbed  possession  of  his  native  land  the  most  formidable 
fire-belching  dragon  of  history  legend  or  myth — the  great 
Fire- fiend  Americanus. 

It  is  quoted  to  the  discredit  of  Nero  that  he  fiddled 
while  Rome  burned,  but  our  constituted  authorities  have 
fiddled  while  Chicago,  Boston,  Baltimore,  San  Francisco 
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and  scores  of  smaller  cities  have  disappeared  in  smoke  and 
flame. 

History  s  Verdict. 

When  the  future  historian  writes  the  story  of  our  pres¬ 
ent  American  civilization,  one  can  imagine  a  resume  in 
about  the  following  words : 

“History  furnishes  no  more  striking  example  of  a  blind 
and  persistent  confusion  of  effect  with  cause  than  is  to  be 
found  during  this  era  of  American  legislation.  For  many 
decades  an  elemental  monster,  more  destructive  than  war 
and  pestilence  combined,  ravaged  a  continent,  the  home  of 
the  most  prosperous  civilization  the  world  had  known. 
During  this  time  an  annual  tribute  was  wrung  from  the  peo¬ 
ple  large  enough  to  ransom  all  the  kings  of  the  earth,  and 
yet  we  search  in  vain  the  vast  volumes  of  statutory  law, 
court  decisions,  and  even  contemperaneous  literature  for 
any  recognition  of  the  existence  of  the  unmistakable  and 
monstrous  cause  of  an  incredible  waste  which  would  have 
bankrupted  any  people  without  the  fabulous  resources  of  a 
vast  and  fertile  continent  to  draw  upon.  During  this  period 
the  law  making  bodies  of  two  score  sovereign  States  occu¬ 
pied  themselves  with  the  promulgation  of  great  tomes  of 
law  of  incredible  complexity,  not  for  the  suppression  of  the 
cause,  but  for  the  most  minute  regulation  of  one  of  its 
numerous  effects, — a  widespread  and  beneficent  industry 
which  sprang  into  existence  to  meet  the  public  necessity  for 
some  amelioration  of  the  vast  annual  waste,  by  distributing 
this  waste  fairly  among  the  community.  The  result  of  this 
fatuous  confounding  of  effect  with  cause  was  to  foster  the 
cause  and  cripple  the  only  industry  whose  mission  it  was  to 
lessen  its  deadly  consequences,  to  pile  upon  the  physical 
factors,  which  in  themselves  made  the  Fire  Fiend  one  of 
the  most  destructive  influences  in  the  world's  history,  a  load 
of  evil  appetites  and  vindictive  passions  which  immeasura¬ 
bly  increased  its  ravages.  During  this  more  than  a  genera¬ 
tion  of  legislation  one  finds  that  the  only  serious  study  of 
the  phenomena  of  destruction  and  the  only  practical  meas- 
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ures  for  the  suppression  of  the  real  evil  emanated  from 
those  engaged  in  the  industry  of  fire  insurance,  and  yet  the 
law  makers  made  no  effort  to  aid  or  in  any  way  utilize  this 
powerful  instrumentality  as  a  servant,  ally  or  coadjutor  in 
suppressing  waste  or  in  apportioning  the  tax  intended  to 
spread  the  burden  among  the  people.  The  thousands  of  law 
abiding  and  public  spirited  citizens  who  constituted  the  per¬ 
sonnel  of  this  industry  were  treated  as  suspects,  with  few 
rights  than  any  citizen  was  bound  to  respect.  All  personal 
responsibility  of  the  individual  citizen  with  regard  to  fire 
waste  was  abolished,  freedom  of  contract  was  suppressed, 
and  the  plain  intent  of  language  in  statutes  and  policy  con¬ 
tracts  dictated  by  the  State  itself  was  strained  beyond  the 
limits  of  common  honesty  and  common  decency  in  order  to 
construe  this  language  against  the  industry.  A  frenzy  of 
abuse  against  fire  insurance  ran  riot  for  decades  in  the  col¬ 
umns  of  the  press  and  in  the  halls  of  legislation  and  courts 
of  law.  The  net  result  of  this  long  orgy  of  unreason  inured 
to  the  exclusive  benefit  of  an  occasional  incendiary  or  a 
man  who  sought  to  turn  his  insurance  policy  into  a  source 
of  unholy  gain  or  to  help  some  grasping  corporation,  trust 
or  wealthy  property  owner  in  an  iniquitous  effort  to  unload 
upon  others  a  part  of  the  tax  which  under  every  fair  con¬ 
sideration  it  or  he  ought  to  pay.  Two  distinct  codes  of 
morals  were  slowly  developed  in  the  community — one  for 
ordinary  use,  the  other  for  use  in  dealing  with  fire  insur¬ 
ance.  Prima  facie ,  every  man  who  ‘had  a  fire'  came  to  be 
accepted  in  popular  opinion  as  a  quasi-hero,  no  matter  how 
strongly  his  known  motives  or  the  circumstances  pointed  to 
him  as  the  guilty  cause,  and  no  matter  how  widespread  the 
resulting  destruction  of  property  or  life,  seemingly  no 
amount  of  evidence  in  questions  of  fact  sufficed  to  prove  his 
guilt  or  prevent  him  from  collecting  his  ill-gotten  gains 
from  the  insurance  fund.  This  attitude  continued  year  after 
year  while  the  devastation  of  property  and  life  increased 
remorselessly.  Pari  passu ,  more  laws  were  enacted  to  bottle 
up  the  industry  and  add  the  fuel  of  human  motives  and 
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passions  to  the  pyre  of  national  waste.  The  higher  mounted 
the  flames  the  higher  mounted  the  tax  which  the  insurance 
companies  were  compelled  to  levy  to  make  good  the  waste, 
and  the  higher  the  tax  the  higher  the  wave  of  public  preju¬ 
dice  grew  against  fire  insurance,  which  by  one  of  those 
curious  but  not  uncommon  perversions  of  the  collective 
mind  came  to  be  regarded  as  the  real  and  only  culprit.  To 
cater  to  this  popular  prejudice  by  industrious  and  indis¬ 
criminate  misrepresentations  of  the  insurance  octopus  was 
the  surest  road  to  political  success.  Meanwhile  politicians 
came  to  realize  that  in  the  enormous  annual  tax  assessed  by 
the  insurance  companies  lay  the  possibilities  of  a  great  and 
constant  revenue,  and  under  the  guise  of  ‘supervision’  they 
began  to  levy  upon  the  tax  collected  by  the  companies  an¬ 
other  tax  large  enough  to  pay  ten  times  over  the  mere  an¬ 
nual  expense  of  supervision.  In  this  manner  the  States 
themselves  practically  embarked  in  the  fire  insurance  indus¬ 
try  on  terms  of  their  own  dictation,  which  in  effect  said  to 
the  industry,  ‘You  do  all  the  work,  pay  all  the  losses  and 
expenses,  assume  all  the  responsibility  and  take  all  the 
abuse,  and  we  will  take  all  the  profits.’  Lest  this  be  misun¬ 
derstood  it  is  proper  to  say  that  the  States  did  not  take  all 
the  profits  of  all  the  companies,  but  all  the  aggregate  profits 
of  the  industry.  Under  this  ingenious  arrangement  imposed 
upon  the  industry  by  the  constituted  authorities,  the  greater 
the  annual  fire  waste  the  greater  necessarily  became  the  fire 
tax  levied  by  the  companies,  and  the  greater  the  tax  levied 
by  the  companies  the  greater  became  the  tax  upon  this  tax 
levied  by  the  States,  and  the  greater  the  tax  levied  by  the 
States  the  more  opportunity  there  was  for  officialdom  and 
appropriations.  In  this  way  the  Fire  Fiend  became  a  valu¬ 
able  revenue-raising  henchman  in  the  political  game,  and 
anything  that  tended  to  prevent  his  fiendship  from  sating 
his  large  and  healthy  appetite  came  naturally  to  be  treated 
as  poor  politics. 

“History  tells  of  many  ingenious  schemes  devised  by 
governments  for  the  free  and  unlimited  pillage  of  the  gov- 
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erned,  but  nowhere  does  history  tell  of  a  more  diabolically 
ingenious  system  for  wringing  tribute  from  humanity ;  in¬ 
deed  the  system  is  too  ingenious  to  credit  entirely -to  pur¬ 
pose,  and  in  all  probability  its  full  infamy  was  not  realized 
until  many  years  after  its  inception.  Its  origin  was  doubt¬ 
less  due  to  selfish  instincts  too  unenlightened  to  foresee  the 
full  horrors  of  its  ultimate  evolution.  This  long  reign  of 
legislative  unreason  afifords  an  instructive  illustration  of  the 
illusiveness  of  surface  indications  which  has  led  humanity 
astray  in  every  age.” 

This  is  the  story  of  a  phase  of  our  contemporaneous  civ¬ 
ilization  as  it  might  and  probably  will  be  told  by  the  future 
historian. 

A  Return  to  Sanity. 

There  are  many  significant  indications  of  a  return  to 
sanity  in  the  public  mind,  and  this  change  is  due  in  no  small 
measure  to  the  honest  and  fearless  utterance  of  State  offi¬ 
cials,  who  are  beginning  to  realize  that  the  spirit  of  present 
legislation  gives  no  promise  of  alleviation  of  fire  waste. 
The  national  associations  of  State  Insurance  Superintend¬ 
ents,  Fire  Marshals,  Attorneys  General  and  Governors  are 
doing  much  and  will  doubtless  do  more  in  the  future  to 
bring  about  a  better  acquaintance  with  the  obscure  phe¬ 
nomena  of  the  industry  which  in  the  past  have  been  so  pro¬ 
lific  of  misconceptions.  Fire  underwriters  themselves  are 
awakening  to  the  necessity  for  correcting  their  own  errors, 
which  have  not  been  few,  and  the  indications  are  such  as  to 
give  strong  hopes  of  a  modus  vivendi  through  which  the 
business  may  be  transacted  in  peace  with  good  understand¬ 
ing  and  mutual  respect  on  the  part  of  all  concerned. 

A  comparison  of  the  ends  sought  by  the  constituted  au¬ 
thorities  and  fire  underwriters  reveals  no  essential  or  im¬ 
portant  differences.  All  seem  to  realize  the  necessity  for 
economy  of  management,  uniformity  of  practice,  a  **educ- 
tion  in  the  fire  tax  and  its  systematic  apportionment  with 
justice  to  all.  The  only  point  of  controversy  seems  to  be 
that  fire  underwriters  realize  better  than  the  constituted 
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authorities  that  the  fire  tax  cannot  be  reduced  without  a 
precedent  reduction  in  fire  waste. 

A  Popular  Fallacy. 

The  most  fruitful  source  of  misunderstanding  past  and 
present,  doubtless  lies  in  the  popular  belief  that  fire  insur¬ 
ance  is  a  great  and  unscrupulous  trust  that  imposes  a  com¬ 
mon  selling  price  and  is  waxing  fat  and  arbitrary  at  the 
expense  of  the  people.  When  other  industries  are  found 
selling  their  wares  at  a  common  uniform  price,  prima  facie , 
they  are  supposed  to  be  in  a  trust,  but  there  are  important 
differences  between  the  nature  of  the  goods  sold  by  fire  in¬ 
surance  companies  and  those  sold  by,  say,  agricultural  im¬ 
plement  factories  or  packing  establishments.  Fire  insur¬ 
ance  rates  are  by  their  nature  a  tax,  and  it  is  absurd  to  sup¬ 
pose  that  there  could  be  a  different  tax  imposed  by  each  and 
every  company  or  that  no  two  companies  could  assume  a 
line  on  the  same  risk  at  the  same  rate  without  guilty  col¬ 
lusion. 

There  can  be  no  intelligent  understanding  of  the  ques¬ 
tions  involved  which  overlooks  the  fact  that  the  aggregate 
premiums  collected  by  all  the  companies  each  year  in  the 
United  States  constitute  a  general  fund,  from  which  all 
losses  and  expenses  are  disbursed,  the  remainder,  if  any, 
being  the  average  profit  of  all  companies.  This  fund,  in 
its  collection  and  disbursement  as  a  whole,  constitutes  the 
activity  known  as  Fire  Insurance.  Some  years  it  shows  a 
profit,  some  years  no  profit,  and  in  some  years  a  loss.  When 
analyzed  it  reveals  an  utter  divergence  in  the  experience  of 
the  individual  companies.  During  a  year  of  profit  some 
companies  show  a  much  larger  profit  than  the  average, 
some  a  smaller  profit,  some  no  profit  at  all,  and  some  a 
heavy  loss.  During  a  year  of  loss  some  companies  show  a 
living  profit,  while  others  are  forced  out  of  business  by 
their  heavy  losses.  With  this  utterly  divergent  experience 
of  the  several  companies,  it  is  as  illogical  to  point  to  their 
individual  experience  as  it  would  be  to  draw  an  inference 
from  the  experience  of  a  single  person  who  buys  a  policy 
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each  year  to  keep  his  dwelling  insured.  The  history  of  the 
general  fund  collected  by  fire  insurance  since  official  statis¬ 
tics  have  been  kept  (and  these  statistics  are  maintained  by 
the  States  themselves)  shows  that  through  some  mysterious 
counterpoise  produced  by  innumerable  contending  influ¬ 
ences,  the  fund  is  almost  purely  mutual.  In  other  words, 
taking  the  country  as  a  whole  and  the  industry  as  a  whole, 
the  people  have  had  their  insurance  at  absolute  cost  or  less. 
This,  of  course,  includes  the  great  city  conflagrations.  If 
any  profit  has  been  earned  by  the  industry  as  a  whole  dur¬ 
ing  the  past  fifty  years,  it  is  to  be  found  in  the  insignificant 
item  of  interest  on  the  unearned  premiums.  These  facts, 
verifiable  from  the  official  figures  kept  by  every  State,  show 
the  utter  fallacy  of  the  popular  belief,  just  as  they  show  the 
vast  difference  in  the  mutuality  of  this  aggegate  fund  with 
its  small  fluctuations,  fortified  as  it  is  by  the  vested  assets 
of  all  the  stock  companies,  and  the  mutual  principle  as 
found  in  the  innumerable  mushroom  concerns  who  transact 
a  small  business  with  large  fluctuations,  without  capital, 
and  with  little  or  no  knowledge  of  the  phenomena  with 
which  they  deal. 

The  Results  of  Anti-Compact  Laws. 

Popular  beliefs,  however,  are  stubborn  things,  and  no 
array  of  facts  presented  by  fire  underwriters  or  by  State 
officials  themselves  seems  to  have  had  the  slightest  effect  in 
convincing  the  public  that  fire  insurance  is  not  a  trust  or 
that  it  is  not  reaping  fabulous  profits.  It  is  this  belief  that 
is  responsible  for  the  existence  in  many  States  of  laws  pro¬ 
hibiting  the  companies  from  acting  jointly  in  the  measure¬ 
ment  of  fire  hazard  and  from  the  publication  of  common 
rates  as  a  basis  of  information  for  all  companies.  These 
laws  have  been  in  force  for  many  years,  but  they  have 
never  had  the  slightest  effect  in  diminishing  fire  waste. 
Without  doubt  they  have  enabled  many  shrewd  property 
owners  to  bargain  for  special  terms ;  without  doubt  they 
have  opened  wide  the  doors  to  the  discrimination  and  favor¬ 
itism  so  sternly  prohibited  by  all  the  so-called  anti-trust 
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laws,  but  no  one  can  claim  that  the  people  as  a  whole  of  any 
State  have  benefited  a  penny  by  these  anti-compact  laws. 
Fire  Marshal  Peterson  of  Minnesota  says: 

“If  there  are  any  instances  of  anti-compact  laws  having 
served  to  reduce  the  cost  of  fire  insurance  anywhere,  I  have 
failed  to  find  them.  *  *  *  From  general  observation  I 
am  convinced  that  a  rate-controlling  compact  or  monopoly 
never  existed  in  the  fire  insurance  field.  One  of  the  never 
failing  signs  of  monopoly  is  here  wanting,  as  indicated  by 
the  fact  that  operating  expenses  are  constantly  increasing 
instead  of  decreasing,  whereas  the  reverse  is  true  in  every 
case  where  trade  agreements  or  compacts  have  succeeded 
open  and  free  for  all  competition.  *  *  *  I  think  we  can 
safely  set  it  down  as  a  fact  that  the  condition  of  free  and 
open  competition  sought  to  be  retained  by  the  passage  of 
anti-compact  laws,  has  promoted  rather  than  prevented  high 
fire  insurance  rates.” 

Insurance  Commissioner  Thomas  B.  Love  of  Texas,  in 
the  annual  report  of  his  department  just  published,  speaks 
of  the  anti-compact  law  in  the  following  language.  Mr. 
Love's  views  are  based  upon  an  actual  experience  with  the 
law  in  his  State,  where  it  has  been  in  force  for  several  years. 

“Inequality  and  injustice  must  necessarily  result  from  the 
operation  of  this  system,  the  great  body  of  those  who  carry 
small  amounts  of  insurance  and  who  are  least  able  to  bear 
an  undue  proportion  of  the  common  insurance  tax  being 
required  to  carry  a  portion  of  the  cost  of  the  insurance 
protection  of  the  larger  and  wealthier  interests.  It  is  cer¬ 
tain  that  gross  inequalities  do  exist  in  the  fire  insurance 
rates  now  collected  in  this  state,  the  average  collected  on 
certain  classes  of  risks  being  altogether  out  of  proportion  to 
those  collected  on  other  classes  and  wide  discrimination  be¬ 
ing  common  in  the  rates  charged  upon  risks  of  the  same 
class. 

In  my  opinion  competition  in  fire  insurance  rates  is  il¬ 
logical,  opposed  to  sound  public  policy  and  undesirable  from 
every  standpoint.  Insurance  companies  produce  nothing, 
but  are  simply  convenient  facilities  for  the  distribution  of 
loss,  through  which  the  serious  losses  of  an  individual  or  a 
locality  may  be  absorbed  by  the  general  public  without 
serious  sacrifice  on  the  part  of  any  individual.  Justice  de¬ 
mands  that  these  losses  should  be  equitably  distributed 
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among  the  various  classes  of  risks  and  equally  distributed, 
as  near  as  may  be,  among  those  of  the  same  class. 

The  rate  charged  for  fire  insurance  should  in  no  case  be 
an  exorbitant  one,  and  safe  insurance  requires  that  it  must 
not  be  inadequate.  It  should  be  a  fair  and  reasonable  rate, 
and  the  same  rate  should  be  collected  by  all  companies  and 
the  rate  collected  by  each  company  on  all  risks  of  the  same 
class  should  be  the  same.  I  recommend  the  enactment  of 
legislation  prescribing  a  fair  and  reasonable  basis  upon 
which  all  fire  insurance  rates  shall  be  computed  and  pro¬ 
viding  an  agency  to  be  composed  of  insurance  experts  with 
full  power  and  authority  to  enforce  such  rates  and  to  pre¬ 
vent  discrimination  as  between  insurants  in  the  same  class 
of  risks. 

Such  legislation  would  provide  a  method  of  preventing 
the  exaction  of  exorbitant  or  unreasonable  insurance  rates 
more  effectual  than  the  present  system  of  enforced  compe¬ 
tition  and  would  in  a  large  measure  eliminate  the  inequali¬ 
ties  of  the  present  system,  under  which  the  carriers  of  large 
amounts  of  insurance  derive  special  advantages  at  the  ex¬ 
pense  of  the  general  public,  very  similar  to  those  which 
would  be  derived  by  the  large  shippers  if  the  railroads  were 
permitted  to  give  rebates.” 

The  States  as  Ratemakers. 

These  views  are  confirmed  by  opinions,  privately  and 
publicly  expressed,  by  many  other  well  known  State  officials, 
but  the  strongest  evidence  of  the  impracticability  of  anti¬ 
compact  laws  is  shown  by  the  present  advocacy  on  the  part 
of  many  State  officials  of  the  publication  of  official  rates  by 
the  States  themselves.  The  important  point  in  this  new 
movement  for  official  rating  is  that  it  is  an  admission  that 
there  cannot  be  more  than  one  system  of  measuring  fire 
hazard  any  more  than  there  can  be  more  than  one  multipli¬ 
cation  table ;  and  that  this  measurement  cannot  be  effected 
through  competition,  discrimination  and  favoritism,  but 
must  be  made  by  some  one  universally  recognized  system 
of  measurement. 

Before  the  States  commit  themselves  to  this  important 
change,  it  is  worth  while  to  inquire  as  to  its  probable  effects. 
The  States  by  their  anti-compact  laws  say,  “There  shall  be 
no  measurement.”  Now,  it  seems,  they  are  proposing  to  de- 
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clare,  “There  shall  be  measurement  and  we  will  make  it.” 
This  is,  at  least,  a  distinct  advance  from  the  anti-compact 
position,  because  it  allies  all  conflicting  interests  on  the 
platform  that  rates  must  be  made  by  some  mathematical 
system.  This  narrows  the  controversy  down  to  the  ques¬ 
tion,  Who  shall  do  the  measuring  of  fire  hazard? 

Measurement  a  Universal  Necessity. 

In  this  connection  it  seems  worth  while  briefly  to  con¬ 
sider  the  question  of  measurement  in  itself,  and  in  doing  this 
it  is  well  to  hearken  to  the  voice  of  the  scientist.  Measure¬ 
ment  is  a  universal  necessity  of  the  thinking  mind.  As  the 
ramifications  of  commerce  expand  and  changing  relations 
among  things  grow  more  complex,  the  problems  of  meas¬ 
urement  grow  more  difficult.  It  is  this  unrecognized  neces¬ 
sity  for  more  refined  and  more  mathematical  comparisons 
or  measurements  that  today  is  filling  our  land  with  misun¬ 
derstandings  and  a  cross-fire  of  recrimination  among  the 
different  classes  of  activities  and  social  groups.  Politicians 
have  been  skillfully  fomenting  these  enmities  without  any 
practical  solution  to  offer  and  without  in  the  least  suspect¬ 
ing  that  at  bottom  our  social  unrest  arises  in  large  part 
from  the  fact  that  the  great  unfulfilled  need  of  modern  civ¬ 
ilization  is  measurement  in  problems  of  business  life  here¬ 
tofore  regarded  as  outside  the  pale  of  science.  In  every 
standard  work  on  fundamental  science  or  philosophy  this 
great  truth  is  reiterated  in  language  that  is  unequivocal. 
It  is  impossible  to  quote  them  all,  but  the  following  will 
suffice.  Herbert  Spencer  says : 

“The  real  beginning  of  exact  knowledge  or  science  lies 
in  measuring,  and  a  faithful  observer  of  nature  is  always 
occupied  in  measurement.” 

Lord  Kelvin  says:  “If  you  can  measure  that  of  which 
you  speak  and  can  express  it  by  a  number,  you  know  some¬ 
thing  of  your  subject,  but  if  you  cannot  measure  it,  your 
knowledge  is  meagre  and  unsatisfactory.” 

In  The  Evolution  of  Force,  the  latest  scientific  book  off 
the  press,  Dr.  Gustave  Le  Bon  says :  “It  is  of  measurement 
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alone  that  science  is  composed.  *  *  *  The  properties 

of  things  are  only  properly  definable  by  measurement.” 

This  necessity  for  measurement  is  as  universal  in 
modern  commerce  as  it  is  in  modern  science,  and  the  busi¬ 
ness  world  will,  as  Kipling  says,  “be  shouting  at  each  other 
across  seas  of  misunderstanding”  until  this  universal 
necessity  is  universally  recognized  and  the  problems  of 
measurement  of  each  industry  have  been  patiently  worked 
out  with  the  same  tireless  and  critical  effort  that  scientists 
have  exerted  in  working  out  the  problems  of  chemistry, 
electricity  and  science  generally. 

The  universal  necessity  for  measurement  in  the  business 
world  is  shown  by  the  fact  that  even  the  butcher  who  buys 
a  steer  “on  the  hoof”  must  work  out  a  calculus  of  the  rela¬ 
tive  cost  and  selling  price  of  hide,  tallow,  soup  bones,  rib 
roasts,  porter  house,  sirloin,  tenderloin  and  rump  steaks  in 
order  to  transact  his  business  intelligently.  The  butcher 
may  not  have  the  ability  to  work  out  this  calculus  himself ; 
he  may  have  learned  it  during  his  apprenticeship,  but  some¬ 
where  and  when,  some  one  has  worked  it  out  for  the  benefit 
of  the  craft  of  butchers.  In  every  factory  a  complex  cal¬ 
culus  must  accompany  every  new  thing  manufactured,  as 
well  as  every  change  in  the  article  or  parts  of  the  article 
manufactured.  This  calculus  must  take  account  of  the 
numerous  items  of  fixed  expense,  rent,  interest,  labor,  ma¬ 
terials,  power,  fuel,  traveling  expenses,  transportation, 
taxes,  depreciation,  waste,  etc.  In  building,  say,  a  thresh¬ 
ing  machine,  automobile  or  other  machine  with  numerous 
parts,  the  cost  of  each  part  must  be  computed,  and  in  first 
making  this  part  great  care  must  be  taken  to  ascertain  the 
exact  time  required,  not  by  a  swift,  or  a  slow  workman,  but 
by  an  average  workman. 

More  Exact  Measurements  Demanded. 

In  every  branch  of  insurance  and  transportation  this 
necessity  for  measurement  is  ever  and  everywhere  present, 
and  the  mathematical  difficulties  of  the  problem  are  incom¬ 
parably  greater  than  in  ordinary  mercantile  or  manufactur- 
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in g  pursuits.  A  proper  appreciation  of  this  great  funda¬ 
mental  necessity  of  modern  life  and  of  its  perplexities  and 
difficulties  will  show  the  probabilities  of  its  being  solved  by 
political  methods  and  will  also  give  an  idea  of  what  the 
State  will  meet  if  it  attempts  to  do  the  measuring  of  all 
other  industries  as  it  is  proposing  to  do  for  fire  insurance. 
Nothing  perhaps  more  clearly  shows  the  universal  necessity 
for  measurement  than  the  fact  that  as  competition  increases 
and  the  necessity  for  a  more  rigid  application  of  economics 
is  forced  upon  each  industry  there  is  a  corresponding  de¬ 
mand  for  an  increasing  nicety  of  distinction  and  finer  dis¬ 
criminations  in  its  measurements.  When  there  is  little 
competition  and  profits  are  large  and  sure  in  any  given 
branch  of  industry,  prices  may  be  arbitrarily  fixed  without 
close  computations,  but  when  everybody  is  sailing  close  to 
the  shore  of  cost,  every  item  counts  and  measurements 
necessarily  become  more  minute.  There  is  a  tendency  with 
many  fire  underwriters  to  be  skeptical  as  to  the  possibilities 
of  scientific  rating,  and  to  make  sarcastic  comments  on  the 
constantly  increasing  complexity  of  basis  schedules.  These 
criticisms  come  from  men  who  do  not  realize  that  this  in¬ 
creasing  nicety  in  our  methods  of  measuring  fire  hazard  is 
forced  upon  the  industry  by  the  public  it  serves.  Paradoxi¬ 
cal  as  it  may  seem,  the  same  public  that  through  its  anti¬ 
compact  laws  says,  “There  shall  be  no  measurement,”  indi¬ 
vidually  demands  detailed  information  as  to  every  item  in 
the  make-up  of  its  own  rates  and  to  know  that  the  same 
system  of  measurement  shall  be  applied  to  its  own  risk  as 
to  others.  Comparisons  of  fire  insurance  rates  spring  up 
from  all  corners  of  the  land.  When  a  risk  is  rated  this 
week,  say  in  Minneapolis,  the  owners  of  like  risks  in  Okla¬ 
homa  City  or  Columbus,  Ohio,  are  likely  to  be  heard  from 
next  week  wanting  to  know  why  they  are  discriminated 
against,  and  it  is  necessary  to  satisfy  the  complainants  by  a 
detailed  comparison,  item  by  item.  All  this  is  the  result  of 
publicity  and  comparisons  between  the  membership  in  mer¬ 
cantile  and  manufacturing  associations,  and  to  an  even 
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greater  degree  to  comparisons  made  by  trusts,  of  the  rates 
made  on  their  widely  scattered  properties.  All  these  criti¬ 
cisms  resulting  from  the  spread  of  information  and  com¬ 
parison  can  be  met  only  by  the  application  of  schedules 
that  take  account  of  every  tangible  feature  of  hazard,  hence 
schedules  that  would  have  been  ridiculed  as  absurdly  com¬ 
plicated  a  few  years  ago,  have  come  into  existence  ex  neces¬ 
sitate.  Each  State,  in  attempting  to  make  rates,  would  be 
compelled  at  the  outset  to  elect  whether  it  should  dictate  a 
rate  on  every  building  and  its  contents  arbitrarily  or  pub¬ 
lish  rates  on  all  risks  as  figured  out  by  the  application  of  a 
schedule.  It  is  impossible  to  conceive  that  the  States  would 
abolish  schedules,  because  it  would  be  a  reversion  to  bar¬ 
barism  and  let  loose  a  Pandora's  box  of  confusion. 

The  Practicability  of  State  Rating. 

On  the  other  hand,  if  the  States  should  set  out  with  the 
intention  of  applying  actual  measurement  through  basis 
schedules  “cooked  up"  by  themselves,  it  would  first  be 
necessary,  as  in  cooking  shad,  to  catch  the  schedules,  and 
practical  working  schedules  do  not,  like  shad,  grow  in  every 
pond.  If  the  States  simply  appropriate  the  schedules  used 
in  the  past  by  the  companies,  it  is  hard  to  see  where  any 
benefit  would  accrue  to  the  public,  if  the  schedules  were 
honestly  applied.  The  building  of  a  satisfactory  schedule 
takes  about  as  much  time  as  is  required  to  build  a  man-of- 
war.  Schedule  making  is  to  a  large  extent  a  lost  art,  such 
as  it  was,  among  underwriters  themselves.  The  States 
might  experience  some  difficulty  in  hiring  competent  ex¬ 
perts,  and  these  experts  would  necesarily  be  the  same  that 
have  been  in  the  service  of  the  industry,  for  the  State  can¬ 
not  create  rating  experts  without  at  least  giving  them  years 
of  trained  experience.  The  fire' companies  have  spent  much 
time  and  money  in  the  past  in  the  effort  to  secure  satisfac¬ 
tory  schedules,  with  at  least  debatable  success.  In  any  event 
if  the  States  decide  to  shoulder  the  burden  of  satisfactorily 
apportioning  the  fire  tax,  they  would  be  undertaking  a 
mathematical  task  of  endless  experimentation  and  a  task 
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not  likely  to  be  satisfactorily  solved  by  the  temporary  in¬ 
cumbents  of  official  positions. 

After  years  of  experimentation  and  uncertainty  with 
their  accompanying  confusion  and  turmoil,  the  States  would 
find  that  they  had  traveled  around  Robin  Hood’s  barn  and 
come  back  to  the  use  of  the  same  instrumentality,  used  in 
the  same  way  and  applied  by  the  same  men  as  the  schedules 
they  had  forbidden  the  companies  to  use,  for  this  is  mathe¬ 
matically  inevitable. 

In  the  matter  of  mere  relativity  of  hazard  as  found  in 
one  risk  compared  with  another,  there  could  not  in  the 
nature  of  things  be  any  essential  difference  between  the 
schedules  formulated  by  the.  States  and  those  they  had 
forced  the  companies  to  abandon,  for  in  establishing  this 
relativity  among  individual  risks  the  companies  have  never 
had  the  slightest  motive  to  be  unfair;  indeed,  it  is  ques¬ 
tionable  whether  State  employes  would  be  as  free  from 
disturbing  influences  as  the  employes  of  the  companies.  In 
the  past  the  rater  has  usually  been  a  specialist,  devoting 
his  entire  time  to  the  work.  He  as  a  rule  has  been  a 
stranger  in  the  town  where  the  risk  is  located,  having  no 
personal  acquaintance  with  the  owner.  He  has  simply  ap¬ 
plied  a  mathematical  measuring  system  formulated  for  his 
use,  with  no  other  aim  than  to  apply  it  so  accurately  as  to 
leave  no  room  for  valid  criticism  of  his  work.  When  he 
rates  a  risk  he  simply  analyzes  it  as  to  the  height,  area, 
wall  deficiencies,  if  any,  floorway  openings,  flues,  occupancy, 
exposure  and  protection  against  exposure,  if  any,  and  after 
a  rather  prolix  and  complex  calculation  arrives  at  the 
final  rate  by  applying  the  appropriate  charges  for  these  and 
many  other  things  from  the  schedule,  by  which  means  he 
reaches  a  final  rate,  and  he  does  not  know  what  this  final 
rate  will  be  any  more  than  a  bookkeeper  who  casts  up  a 
column  of  figures  can  foretell  the  total.  These  facts  in 
themselves  suggest  that  nothing  could  be  more  free  from 
personal  influence  and  favoritism  than  the  method  of  cast¬ 
ing  up  a  rate,  for  the  rater  measures  the  risk  itself  and  not 
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its  owner.  But  back  of  all  this  lie  other  and  more  powerful 
incentives  to  a  strict  and  judicial  impartiality.  The  rater 
dare  not  discriminate  if  he  would,  for  he  knows  that  every 
rate  estimate  he  makes  will  appear  in  cold  type  and  be 
scrutinized  by  scores  of  local  agents,  field  men  and  lynx- 
eyed  company  examiners — all  trained  underwriters  and  each 
one  alert  that  no  discrimination  be  shown  against  his  pa¬ 
trons.  The  first  lesson  every  rater  learns  is  that  discrim¬ 
inations  are  dangerous.  To  sum  it  up,  the  interests  of 
the  property  owner  are  hedged  about  by  innumerable 
checks,  safeguards,  and  self-appointed  champions,  and  it  is 
impossible  to  conceive  how  his  interests  could  be  better 
protected  by  raters  employed  by  the  State. 

Again,  it  is  inconceivable  how  rates  could  be  made  lower 
by  the  application  of  official  State  schedules  applied  by 
State  employes,  for  at  the  outset  the  State  would  have  to 
elect  whether  its  rates  should  be  based  upon  national  expe¬ 
rience  or  its  own  State  experience.  If  the  latter,  the  State 
would  have  to  stand  on  its  own  bottom.  If  it  elected  to 
share  in  the  national  experience  it  would  have  to  be  guided 
by  national  statistics,  and  there  is  no  ten-year  period  since 
statistics  have  been  kept  that  our  national  statistics  show 
an  aggregate  profit  of  over  one  to  two  per  cent.  No  honest 
consideration  of  the  facts  would  justify  the  States  in  an 
attempt  to  make  a  general  reduction  in  rates  by  the  appli¬ 
cation  of  an  official  schedule.  Any  attempt  to  do  this  arbi¬ 
trarily  would  force  an  early  and  general  retirement  of  fire 
insurance  capital. 

Interstate  Comity  in  the  Distribution  of  the  Fire  Tax . 

On  the  other  hand,  if  each  State  should  decide  to  stand 
on  its  own  bottom,  it  would  have  to  abide  by  its  decision, 
for  it  could  not  eat  its  pie  and  have  it.  It  could  not  claim 
the  exclusive  benefit  of  years  of  low  loss  ratio  and  shunt  its 
rates  over  on  the  national  basis  during  its  own  years  of 
heavy  losses.  It  could  not  in  fairness  build  a  Chinese  wall 
around  itself  and  say  to  its  citizens,  “We  will  compel  the 
companies  to  abide  by  these  rates,”  without  at  the  same 
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time  warning  its  citizens  that  they  too  would  have  to  abide 
by  them  through  foul  weather  as  well  as  fair.  If  one  of 
its  cities  should  be  destroyed  by  fire,  the  people  of  this  State 
and  this  State  only,  would  have  to  “pocket  the  loss”  them¬ 
selves  without  outside  help. 

The  popular  slogan,  “Let  us  insure  ourselves  and  keep 
our  money  at  home,”  voices  an  admirable  theory  if  it 
would  work,  but  it  will  not  work,  and  the  people  who  are 
readiest  to  raise  this  slogan  would  be  the  first  to  rise  in  re¬ 
bellion  against  its  practical  application.  The  missing  factor 
in  this  theory  lies  in  the  exposure  which  begets  city  confla¬ 
grations.  In  Europe,  where  a  fire  seldom  or  never  spreads 
outside  of  the  building  where  it  originates,  the  theory  might 
be  feasible ;  but  in  the  United  States,  where  city  confla¬ 
grations  are  a  commonplace,  it  is  not  practicable.  These  city 
conflagrations  belong  to  a  transcendental  average,  too  vast  to 
be  safely  assumed  by  any  single  State.  In  fact,  this  trans¬ 
cendental  nature  of  city  conflagrations,  taken  as  a  separate 
factor,  often  overlaps  the  boundaries  of  our  continent,  mak¬ 
ing  it  necessary  for  the  companies  to  make  good  enor¬ 
mous  deficits  as  they  can  out  of  their  accumulated  assets. 
The  very  corner  stone  of  fire  insurance  is  distribution  and  a 
city  conflagration  within  a  State  is  too  big  a  thing  to  dis¬ 
tribute  within  that  State.  It  is  transcendental,  and  what  is 
transcendental  for  a  given  State  depends  upon  the  aggre¬ 
gate  values  destroyed  in  a  burned  district  compared  with 
the  aggregate  insurable  values  in  the  State.  The  Jackson¬ 
ville,  Florida,  and  Fargo,  Dakota,  fires  were  transcendental 
so  far  as  those  States  were  concerned,  while  had  similar 
fires  occured  in  New  York  or  Pennsylvania  it  might  have 
been  possible  to  apportion  the  losses  among  the  people  of 
those  States  without  an  unendurable  rate  advance.  Baltimore 
was  the  only  city  in  Maryland  with  over  five  thousand 
population,  and  had  the  State  of  Maryland  been  making  its 
own  official  rates  for  the  benefit  (sic)  of  its  citizens,  the 
fifty  million  dollar  fire  would  have  required  a  confiscatory 
rate  advance.  On  the  other  hand,  had  the  State  attempted 
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to  distribute  the  loss  through  time,  it  would  have  required 
a  hundred  years  or  more  to  make  good.  Meanwhile  the 
State,  to  be  consistent,  would  have  been  forced  to  advance 
the  money  and  take  its  pay  in  fire  premiums  dribbled  out 
during  the  next  century.  This  of  course  would  have  meant 
State  bankruptcy.  If  Maryland  before  the  fire  had  erected 
a  Chinese  wall  of  non-intercourse  .around  itself  and  said, 
“We  will  make  our  own  rates  and  have  nothing  to  do  with 
other  States/'  the  other  States  very  justly  would  have 
notified  the  companies  that  they  would  tolerate  no  advance 
within  their  borders  to  make  good  the  Baltimore  losses,  be¬ 
cause  Maryland  by  its  official  action  in  making  rates  had  in 
efifect  declared  its  intention  of  contributing  nothing  toward 
great  conflagrations  that  might  occur  in  other  States. 

Liability  of  the  State  in  Making  Rates. 

This  abolishment  of  Interstate  comity  by  state  rate  making 
also  opens  up  a  rather  nice  question  as  to  the  State's  legal 
liability  for  these  transcendental  conflagrations,  and  in  all 
probability  the  courts  would  either  have  to  declare  that  the 
State,  by  its  act  in  depriving  its  citizens  of  other  protection, 
stood  liable  itself,  or  that  the  law  was  unconsitutional. 

The  same  line  of  reasoning  applied  to  Maryland  applies 
equally  to  California  with  its  San  Francisco  fire,  Illinois 
with  its  Chicago  fire,  Massachusetts  with  its  Boston  fire, 
Maine  with  its  Portland  fire,  Connecticut  with  its  Water- 
bury  fire,  New  Jersey  with  its  Paterson  fire,  Texas  with  its 
Galveston  fire,  Dakota  with  its  Fargo  fire,  etc.  In  fact 
there  is  no  State  where  the  conflagration  of  one  or  more  of 
its  chief  towns  would  not  knock  the  theory  and  practice  of 
State  rating  into  smithereens. 

The  States  attempting  to  make  official  fire  rates  would 
be  confronted  with  this  dilemma,  from  which  there  could 
be  no  escape  except  to  recognize  the  transcendental  nature 
of  city  conflagrations  and  enter  into  treaties  of  reciprocity 
with  all  the  other  States  for  an  equitable  distribution  of 
their  transcendental  losses  among  all  States,  but  under  our 
national  constitution  the  States  have  no  treaty-making 
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powers  and  any  treaty  of  this  kind,  aside  from  its  unconsti¬ 
tutionality,  would  not  be  worth  the  paper  it  was  written 
upon.  Citizens  of  the  States  having  city  conflagrations 
would  of  course  be  glad  to  unload  them  upon  other  States, 
but  the  citizens  of  other  States  would  not  submit.  Aside 
from  this,  an  agreement  or  treaty  of  this  kind  would  com¬ 
mit  every  State  entering  into  it  to  the  principle  of  state  rate 
making,  for  in  order  to  make  good  their  quota  they  would 
have  to  order  a  general  rate  advance,  hence  it  is  evidently  a 
far  cry  from  a  few  States  trying  the  experiment  of  state 
rating  to  its  general  adoption  by  all  States. 

There  is  nothing  ultra  vires  in  the  distribution  of  trans¬ 
cendental  conflagrations  over  the  entire  country.  In  fact, 
this  apportionment  is  inevitable  and  as  legitimately  a  part 
of  the  fundamental  principle  of  distribution  which  makes 
fire  insurance  possible  as  the  distribution  of  a  loss  on  a 
single  building.  The  essential  point  is  that  the  States  them¬ 
selves  could  not  effect  this  distribution,  while  the  fire 
companies  are  not  similarly  hampered.  It  is  true  that 
in  the  past  the  companies  have  performed  this  function 
crudely  and  imperfectly  because  they  have  been  hindered 
at  every  turn  by  an  inimical  attitude  on  the  part  of  the  State 
authorities  and  the  people  and  by  lawless  competition. 
Every  citizen  of  Baltimore  and  San  Francisco  could  see 
without  argument  why  other  parts  of  the  country  should  be 
taxed  to  make  good  their  conflagration,  but  neither  the  citi¬ 
zens  nor  the  authorities  of  other  States  could  see  it,  and 
without  doubt  much  of  the  antagonism  shown  by  recent 
legislation  originated  from  the  efforts  of  the  companies  to 
apportion  at  least  a  part  of  the  San  Francisco  conflagration 
to  other  parts  of  the  country.  Whether  or  not  the  States 
shall  ultimately  take  up  the  work  of  rate-making,  they  could 
not  do  any  one  thing  that  would  increase  the  safety  and 
protection  to  their  citizens  in  a  greater  degree  than  to 
recognize  the  natural  reciprocity  that  should  exist  every¬ 
where  in  making  good  the  losses  from  transcendental  con¬ 
flagrations  by  permitting  the  companies  to  make  a  reason- 
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able  rate  advance  distributed  equably  over  all  parts  of  the 
country. 

From  every  point  of  view  the  utter  impracticability  of 
the  States  making  official  rates  manifests  itself,  but  the 
movement  has  come  to  the  front  in  the  very  States  where 
the  most  drastic  anti-compact  laws  have  for  the  longest 
time  forbidden  the  companies  themselves  to  make  rates. 
These  States  themselves  have  tried  the  anti-compact  laws 
and  found  them  wanting  in  every  feature  that  can  be  con¬ 
sidered  beneficial  to  the  community.  They  have  been  help¬ 
ful  in  developing  favoritism  and  discrimination.  They  have 
pillaged  the  small  property  owner  by  changing  the  petty 
and  infrequent  discriminations  that  existed  under  the  status 
ante  into  habitual  larceny  from  small  shopkeepers,  em¬ 
ployes,  mechanics,  etc.,  for  the  benefit  of  corporations, 
trusts,  and  moneyed  people  generally  who  had  time  to  go 
bargain  hunting  for  fire  indemnity.  The  fact  that  after 
many  years’  trial  the  authorities  in  these  States  have  awak¬ 
ened  to  the  true  state  of  affairs  and  are  demanding  that  fire 
hazard  shall  be  measured,  is  significant,  for  it  is  an  indirect 
admission  of  a  great  fundamental  principle  for  which  fire 
underwriters  have  long  contended.  The  facts  cited  in  this 
paper  ought  to  convince  the  most  skeptical  that  it  would  be 
as  absurd  and  impracticable  for  the  States  to  usurp  the 
great  basic  measuring-necessity  of  our  industry  as  it  would 
be  for  them  to  buy  weighing  scales,  yard  sticks,  tape  meas¬ 
ures,  quart  cups,  etc.,  and  essay  the  task  of  measuring  for 
butchers,  grocers  and  tailors. 

Agents  as  Raters. 

In  the  controversy  over  the  question,  Who  shall  make 
fire  rates?  some  agents,  unfamiliar  with  fire  insurance  his¬ 
tory,  have  been  strenuously  claiming  that  boards  of  local 
agents  should  be  vested  with  this  authority  to  the  exclusion 
of  the  companies  who  pay  the  losses.  It  is  no  new  thing 
for  local  boards  to  make  rates,  but  it  would  be  a  new  thing 
for  rates  so  made  to  stand  the  test  of  that  mathematical 
comparison  which  is  as  essential  in  determining  the  proper 
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apportionment  of  the  fire  tax  as  it  is  in  every  kind  and 
variety  of  measurement. 

Local  boards  do  not  maintain  statistical  data  of  any  kind 
on  which  to  predicate  comparisons,  and  rates  made  by  them 
have  never  been  free  from  the  discrimination  that  arises 
from  the  exercise  of  expediency,  with  a  constant  eye  on 
the  commercial  necessities  of  getting  the  business.  Property 
classes  composed  of  risk  units  of  too  small  value  to  justify 
the  owners  in  spending  any  time  in  marketing  for  rate  con¬ 
cessions,  when  rated  by  local  boards,  have  as  a  rule  been 
“marked  up”  as  high  as  the  traffic  would  bear,  while  prop¬ 
erty  classes  composed  of  risk  units  of  value  large  enough  to 
justify  the  owners  in  pulling  all  the  wires. that  will  start 
competitive  bidding  among  agents,  have  invariably  been 
favored  with  competitive  rates.  This  has  generated  “pre¬ 
ferred  classes,”  and  preferred  classes  and  high  commissions 
always  go  together.  The  agents  who  have  in  the  past  been 
the  chief  beneficiaries  of  preferred  classes  and  high  com¬ 
missions  can  always  be  counted  on  to  vote  down  any  propo¬ 
sition  to  lower  the  rates  on  preferred  classes,  which  have 
done  so  much  to  increase  their  income.  Preferred  classes 
are  simply  one  of  the  manifestations  of  that  open  competi¬ 
tion  which  is  so  earnestly  sought  as  a  specific  for  all  the  ills 
of  the  business  world, — a  remedy  that  invariably  robs  the 
man  who  cannot  afford  to  go  out  on  the  street  and  spend 
the  time  he  needs  for  earning  his  bread  and  butter  in  rumag¬ 
ing  for  a  bargain  in  the  grab  bag  of  competition.  Open 
competition  is  a  blessing — for  people  with  ample  means 
and  ample  leisure.  So  far  as  a  square  deal  with  the  public 
is  concerned,  the  making  of  rates  by  boards  of  local  agents 
is  but  one  remove  from  the  discrimination  that  always  re¬ 
sults  when  each  agent  for  himself  makes  rates  by  the  simple 
rule  of  accepting  what  the  assured  is  willing  to  pay,  which 
is  of  course  equivalent  to  each  policy  holder  making  his 
own  rates. 

It  is  not  generally  known  that  the  birth  of  what  is  known 
as  the  compaQt  system,  now  interdicted  by  anti-compact 
laws,  occurred  at  Kansas  City  thirty  years  ago,  the  usage  at 
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that  time  being  for  local  agents  in  every  town  of  any  con¬ 
siderable  size  to  make  their  rates  as  best  they  could  through 
self-appointed  committees.  The  result  was  that  demoral¬ 
ization  reigned  supreme.  Every  large  town  was  a  centre 
from  which  rate-cutting,  rebating  and  every  other  conceiv¬ 
able  form  of  underwriting  evil  radiated,  in  every  direc¬ 
tion  to  smaller  towns  within  fifty  to  one  hundred  miles. 
Finally  the  situation  became  so  intolerable  that  the  agents 
did  not  dare  trust  each  other  to  make  their  rates  and  there 
was  a  petition  for  relief.  A  large  committee  of  company 
officials  visited  Kansas  City  and  the  one  thing  on  which  the 
agents  were  able  to  unite  was  the  unanimous  request  that 
they  be  relieved  of  the  responsibility  of  making  their  own 
rates.  A  compact  manager  was  selected  who  soon  brought 
order  out  of  chaos.  The  results  of  this  action  were  so  sat¬ 
isfactory  that  petitions  came  from  every  direction  for  a 
similar  solution  of  existing  troubles,  and  in  a  short  time  the 
compact  system  spread  to  all  parts  of  the  country.  It  is 
undisputed  history  that  the  compact  system  originated  from 
a  widespread  and  imperative  demand  from  local  agents  to  be 
relieved  from  the  responsibility  of  making  their  own  rates. 

Rating  as  a  Public  Benefactor. 

Fire  insurance  has  been  accused  of  increasing  fire  waste, 
but  this  charge  certainly  cannot  be  laid  at  the  door  of  fire 
rating  itself  when  this  rating  is  done  by  schedule.  It  would 
be  difficult  to  find  any  other  single  influence  that  has  ac¬ 
complished  as  much  for  the  elimination  of  dangerous  fea¬ 
tures  of  fire  hazard,  as  has  resulted  from  the  honest  appli¬ 
cation  of  schedules  which  impose  a  specific  charge  for  each 
and  every  one  of  these  features.  In  innumerable  cases  the 
property  owner  finds  it  cheaper  to  remedy  the  fault,  and  the 
result  is  material  improvements  in  every  direction,  the  clear¬ 
ing  out  of  rubbish,  repairs  of  defective  flues,  the  erection 
of  fire  doors  and  windows  to  cut  off  exposures,  etc.  It  is 
possible  in  many  towns  to  tell  from  surface  appearances 
that  they  have  recently  been  rated.  The  immediate  and  wide¬ 
spread  improvements  that  result  from  the  rating  of  a  town 
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by  schedule  are  well  shown  by  the  following  extract  from 
the  Insurance  Report  of  Denver  concerning  the  re¬ 
rating  of  Trinidad,  Colorado.  After  describing  the  pre¬ 
existing  conditions,  the  many  advances  in  rates  resulting 
from  the  application  of  a  schedule,  the  usual  indignation 
meetings  of  citizens,  the  explanation  by  the  head  rater  of 
the  causes  which  brought  about  the  advances,  so  that  every 
one  had  a  clear  idea  not  only  how  and  why  his  rate  was 
established,  but  also  how  and  why  it  should  be  reduced,  the 
Report  adds :  “There  were  several  such  meetings  and 
then  the  town  got  busy.  Today  Trinidad  is  the  model  town 
of  Colorado.  Why,  they  actually  rewired  the  whole  town. 
New  fire  walls  were  built,  openings  bricked  up  or  protected 
by  standard  fire  doors  and  shutters,  buildings  cleaned  up 
and  all  that  could  be  done  to  take  off  the  pesky  little  penalty 
for  their  not  doing  it  was  done  cheerfully.  The  town  is  ^ 
now  a  thousand  times  safer  than  it  ever  was;  the  merchants 
are  contented  because  they  have  learned  how  each  indi¬ 
vidual  contributes  to  equalize  scientifically  the  whole  cost 
of  fire  insurance,  and  the  agents  and  companies  give  praise 
to  the  town’s  splendid  spirit.” 

There  is  not  a  single  thing  in  the  results  above  enumer¬ 
ated  that  was  not  for  the  public  good.  Any  one  of  the  faults 
cured  by  the  crusade  of  reform  instituted  by  the  application 
of  a  schedule  might  have  been  the  cause  of  a  conflagration 
that  would  have  destroyed  the  entire  city.  Trinidad  is. only 
one  town  out  of  thousands.  Multiply  the  results  obtained 
there  by  the  similar  results  that  are  obtainable  in  every 
other  town  by  the  simple  expedient  of  making  every  man 
cure  the  defects  in  his  property  or  pay  for  them,  and  it 
becomes  possible  to  imagine  the  tremendous  reduction  of 
fire  waste  that  might  be  brought  about  by  an  instrument¬ 
ality  that  has  been  ruthlessly  suppressed  by  anti-compact 
laws. 

Anti-Mathematical  Influences. 

While  every  consideration  of  the  question  points  plainly 
to  the  logic  and  justice  of  restoring  the  authority  to  make 
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their  own  rates  to  the  companies  themselves,  justice  de¬ 
mands  that  they  have  the  active  support  of  the  State  au¬ 
thorities  in  making  their  tariffs  as  complete  and  mathemati¬ 
cal  as  possible  and  in  enforcing  the  observation  of  the  rates 
made  by  these  tariffs  by  all  companies  and  agents  as  well 
as  the  public.  The  laws  should  be  made  as  rigid  for  any 
violation  of  these  tariff  rates  as  they  are  with  reference  to 
the  violation  of  railway  or  life  insurance  rates.  In  addition 
to  this,  every  influence  that  tends  to  disturb  or  interfere 
with  the  mathematical  nature  of  the  task  and  every  existing 
law  or  usage  that  upsets  the  possibility  of  mathematical 
measurement,  should  be  abrogated.  There  are  many  influ¬ 
ences  which  tend  to  increase  fire  waste,  but  the  principal 
influences  that  are  anti-mathematical,  in  that  they  interfere 
with  the  possibility  of  establishing  a  mathematical  rela¬ 
tivity  in  the  measurement  of  fire  hazard,  are  agents’  com¬ 
mission  (including  brokerage),  term  risks,  and  the  state 
laws  prohibiting  coinsurance. 

Agents'  Commissions  as  a  Disturbing  Influence. 

Fire  insurance  is  an  industry  of  varied  manifestations 
and  in  some  respects  the  charge  that  it  has  contributed  to 
the  increase  of  fire  waste  is  not  easily  refuted.  These  evil 
influences,  however,  can  nearly  all  be  traced  back  to  a  single 
source,  that  is,  competition  in  securing  the  business.  While 
every  sane  and  honest  fire  underwriter  in  the  land  recog¬ 
nizes  the  necessity  for  uniformity  in  rates  produced  by  a 
schedule,  there  is  not  the  same  realization  of  the  fact  that 
there  is  exactly  the  same  mathematical  necessity  for  uni¬ 
formity  in  the  commissions  paid  to  agents.  Without  this 
established  uniformity  there  is  no  possible  way  to  prevent 
a  steady  and  remorseless  increase  in  the  expenses  of  the 
industry,  and  every  penny  of  this  increase  must  ultimately 
come  from  the  public.  Fire  Marshal  Peterson,  of  Minne¬ 
sota,  states  the  case  clearly  in  the  following  language : 

“The  most  potent  single  factor  tending  always  to  in¬ 
crease  operating  expenses  by  increase  of  commissions  is  to 
be  found  in  the  practice  of  permitting  one  agent  to  act  as 
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the  representative  of  several  competing  companies  in  the 
same  field.  This  custom  makes  the  agent  the  real  master 
over  the  business.  The  trade  is  his  to  give  or  withhold 
from  any  company  on  his  list  as  he  sees  fit,  and  under  the 
keen  rivalry  that  exists  no  company  can  do  business  unless 
it  is  equally  as  liberal  with  the  agents  as  any  competitor. 
Secret  favors  from  company  to  agent  usually  bring  returns 
in  kind,  and  as  a  result  we  note  the  ever  rising  expenses 
incidental  to  getting  the  business” 

Under  this  constant  pressure,  as  might  be  expected, 
there  has  been  a  steady  increase  in  the  expense  factor  of 
commissions  for  many  years.  This  is  shown  by  the  follow¬ 
ing  official  figures  giving  the  ratio  of  commissions  to  pre¬ 
miums  for  about  fifty  years. 

Table  showing  ratio  of  commissions  to  $100  of  premiums 
for  all  companies : 


1860  to  1870 .  11.32 

1871  to  1880 .  14.89 

1881  to  1890 .  17.95 

1891  to  1900 .  19.22 

1901  to  1905 .  21.00 


This  total  shows  that  the  average  commissions  of  the 
country  have  almost  doubled  since  1870  and  that  the  aver¬ 
age  increase  in  commissions  is  almost  exactly  ten  points. 
This  signifies  that  the  increase  in  this  item  of  expense  alone, 
based  upon  the  aggregate  premiums  of  the  country,  would 
amount  to  about  twenty  million  dollars  per  annum,  and  the 
most  ominous  part  of  this  fact  is  that  no  small  part  of  this 
enormous  sum  is  in  effect  a  corruption  fund,  producing 
favoritism,  discrimination  and  an  unwholesome  greed  for 
commissions,  which  blind  at  least  some  agents  to  every 
consideration  outside  of  their  commissions,  for  they  receive 
these  commissions  without  any  string  tied  to  them.  Agents’ 
commissions  are  not  less  for  the  fact  that  the  property  is 
overinsured  or  that  the  owner  is  a  man  of  questionable 
character,  or  that  there  is  some  feature  in  the  risk  that 
ought  to  make  it  uninsurable,  or  that  the  rate  is  absurdly  in- 
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adequate.  The  agent  negotiates  the  insurance  with  the 
owner  in  person  and  is  supposed  to  examine  the  property. 
The  company  in  ninety-nine  cases  out  of  one  hundred  ac¬ 
cepts  the  risk  solely  on  the  written  representations  of  the 
agent,  and  when  we  multiply  the  agent’s  motive  for  gam 
and  his  utter  irresponsibility  for  lack  of  judgment  or  even 
common  honesty  by  the  number  of  agents  of  poor  judgment 
or  lax  moral  fibre  throughout  the  land,  it  is  easy  to  realize 
that  the  system  of  compensating  agents  leads  not  only  to  an 
inevitable  increase  in  the  expenses  of  the  industry,  but  to  a 
laxity  in  the  transaction  of  the  business  on  a  scale  so  ex¬ 
tensive  as  to  produce  an  almost  criminal  increase  in  fire 
waste. 

Unfortunately  the  system  of  compensating  agents,  with 
all  its  imperfections,  is  universal  and  has  existed  from  the 
beginnings  of  the  industry.  It  is  a  faulty  system,  saddled 
upon  fire  insurance  at  its  birth,  and  it  seems  to  be  impos¬ 
sible  for  the  industry  itself  to  agree  upon  any  plan  of  re¬ 
form. 

It  is  not  the  facts  just  described,  however,  which  inter¬ 
fere  with  the  mathematical  apportionment  of  rates.  The 
feature  in  commissions  which  makes  them  anti-mathemati¬ 
cal  is  that  they  are  not  uniform,  ranging  as  they  do  from 
10  per  cent  to  unknown  maxima  in  some  localities  and  with 
some  companies  which  could  only  be  revealed  by  an  ex¬ 
amination  of  the  records  of  the  companies  and  agents.  Two 
agents  in  the  same  town  may  not  receive  the  same  commis¬ 
sions  from  their  companies.  The  same  agent  may  receive 
different  commissions  from  his  several  companies,  or  the 
same  company  with  two  or  more  agents  in  the  same  city 
may  not  pay  them  the  same  commissions.  Again,  commis¬ 
sions  differ  in  different  localities.  In  some  sections  a  uni¬ 
form  commission  of  fifteen  per  cent  seems  to  prevail.  In 
other  sections  graded  commissions  of  fifteen,  twenty  and 
twenty-five  per  cent,  according  to  the  desirability  of  the 
risk,  are  the  rule,  while  in  some  cases  commissions  paid 
by  some  companies  may  be  as  high  as  forty  per  cent. 
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It  is  this  utter  divergence  which  interferes  with  the 
mathematical  apportionment  of  rates,  for  as  a  mathematical 
proposition  it  is  evident  that  in  a  locality  where  commis¬ 
sions  average  say  twenty-five  per  cent,  as  compared  with 
another  locality  where  they  average  fifteen  per  cent,  the 
rates  in  the  twenty-five  per  cent  locality  must  either  be  ad¬ 
vanced  ten  points,  which  is  plainly  robbery  of  the  people  of 
that  section  for  the  benefit  of  the  agents,  or  if  not  so  ad¬ 
vanced  the  agents  of  this  section  secure  the  discrimination 
at  the  expense  of  the  agents  of  the  fifteen  per  cent  section. 

From  the  mathematical  standpoint  involved  in  a  fair 
apportionment  of  rates,  it  is  not  necessary  to  consider 
whether  commissions  are  too  large  or  too  small,  the  sole 
necessity  being  that  they  shall  be  uniform;  nor  does  this 
preclude  the  payment  of  different  commissions  or  different 
property  classes,  for  this  would  not  interfere  with  a  mathe¬ 
matical  rate  apportionment.  It  requires  more  work  on  the 
part  of  agents  to  secure  farm  property  or  town  dwellings,  as 
they  are  isolated  risks  of  small  value,  for  which  agents 
would  seem  to  be  justly  entitled  to  a  larger  compensation. 

STATE  REGULATION  OF  COMMISSIONS. 

In  all  probability  neither  the  companies  themselves  nor 
the  great  body  of  local  agents  of  the  country  will  ever  be 
able  to  come  to  an  agreement  as  to  a  uniform  and  universal 
scale  of  commissions.  In  fact,  some  States  have  taken  it 
upon  themselves  to  prohibit  any  agreement  whatever  in  re¬ 
gard  to  commissions,  which  is  only  another  illustration  of 
our  legislative  unwisdom,  in  doing  things  it  should  not 
do  and  leaving  undone  things  it  should  have  done.  The 
public  is  directly  and  vitally  interested  in  the  commission 
question  and  no  one  thing  would  do  more  to  eliminate  dis¬ 
crimination  and  moral  hazard  and  reduce  the  aggregate  fire 
waste  than  a  wise,  conservative,  uniform  and  universal  scale 
of  commissions.  Any  attempt  to  accomplish  this  would 
doubtless  stir  up  a  commotion  in  fire  insurance  ranks,  as 
interested  parties  would  fight  against  any  change  in  exist¬ 
ing  conditions.  It  has  been  suggested  that  the  States  in- 
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stead  of  regulating  commissions  require  every  policy  issued 
to  show  prominently  on  its  back  the  exact  amount  of  com¬ 
mission  retained  by  agent.  This  is  publicity,  and  publicity 
is  always  morally  wholesome.  Doubtless  many  policy  hold¬ 
ers  would  be  amazed  to  learn  that  of  the  entire  premiums 
on  their  policies  one-quarter  or  even  one-third  went  to  the 
agent,  and  self-interest  would  probably  lead  many  property 
owners  to  patronize  agents  who  did  not  assist  so  actively  in 
increasing  the  expenses  of  the  industry.  It  has  also  been 
suggested  that  every  company  be  required  to  furnish  to  the 
State  Insurance  Superintendent  for  publication  at  stated 
intervals  a  list  showing  the  scale  of  commissions  it  pays  its 
agents  in  the  State.  While  neither  of  these  requirements 
would  directly  bring  about  uniformity,  they  would  prob¬ 
ably  afford  the  stimulus  that  is  needed  to  bring  about  the 
establishment  of  uniform  commissions  by  fire  underwriters 
themselves. 

TERM  RISKS  AS  A  DISTURBING  INFLUENCE. 

The  next  anti-mathematical  influence  that  disturbs  the 
accuracy  of  fire  hazard  measurement  is  found  in  the  so- 
called  Term  Risk.  It  has  long  been  the  universal  practice 
to  write  dwellings,  churches  and  public  buildings  for  three 
years  at  two  annual  premiums  and  for  five  years  at  three 
annual  premiums.  During  recent  years  competition  has 
forced  the  extension  of  this  practice  to  all  mercantile  build¬ 
ings.  The  crude  theory  on  which  term  risks  have  been 
justified  has  been  that  risks  written  for  three  or  five  years 
save  the  trouble  and  expense  of  annual  renewal.  This 
theory,  however,  is  and  always  has  been  largely  academic, 
for  the  actual  saving  in  the  running  expenses  of  a  company 
is  to  a  large  extent  imaginary,  or  at  most  but  a  small  frac¬ 
tion  of  the  unreasonable  concession  allowed  on  term  risks. 
The  reason  stated  is  simply  a  lame  excuse  for  lowering  the 
rates  on  preferred  classes  in  favor  of  property  owners  who 
can  afford  to  pay  their  premiums  for  three  or  five  years 
in  advance  in  consideration  of  an  absurdly  liberal  allowance 
for  the  use  of  the  money.  There  is  only  one  logical  reason 
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for  allowing  a  concession  in  rate  for  three  and  five  year 
risks,  and  that  is  the  present  worth  of  the  money  at  prevail¬ 
ing  rates  of  interest  plus  a  reasonable  increase  of  a  few 
points  to  cover  the  more  or  less  imaginary  saving  in  the  com¬ 
pany’s  expense  account.  The  average  due  date  of  the  annual 
premiums  on  a  five  year  policy  would  be  two  and  a  half 
years,  and  of  a  three  year  policy  one  and  one-half  years.  At 
double  the  current  interest  rate,  or  say  ten,  per  cent,  the  five 
year  premiums  would  earn  twenty-five  per  cent  and  the 
three  year  premiums  fifteen  per  cent.  This  would  justify 
-the  writing  of  five  year  policies  for  about  four  annual  pre¬ 
miums  and  three  year  policies  for  about  two  and  a  half  an¬ 
nual  premiums.  The  present  scale  practically  makes  a  free 
gift  to  the  owner  of  one  year’s  insurance  on  a  five  year 
policy  and  six  months  insurance  on  a  three  year  policy  at 
the  expense  of  property  owners,  who  cannot  afford  to  pay 
in  advance,  and  what  is  worse,  puts  an  effectual  stop  to 
every  attempt  to  apply  mathematical  measurement  in  the 
apportionment  of  rates.  Term  risks  afford  another  illus¬ 
tration  of  how  the  open  competition  which  an  uninstructed 
public  is  so  earnestly  demanding  is  a  club  that  vigorously 
whacks  the  poor  devil  at  the  expense  of  his  smooth  and 
unctuous  brother  of  the  money  bags.  The  evil  of  the  term 
risk  can  be  cured  only  by  legislative  enactment  which  for¬ 
bids  the  writing  of  term  policies  at  a  larger  concession  than 
four  premiums  for  five  years  and  two  and  a  half  premiums 
for  three  years. 

ANTI-COINSURANCE  LAWS  AS  A  DISTURBING  INFLUENCE. 

These  laws  which  forbid  the  companies  to  apply  the 
principle  of  coinsurance  are  another  example  of  hood¬ 
winked  legislation  incited  by  our  smooth  and  condescend¬ 
ing  brother  of  the  money  bags,  for  his  sole  and  exclusive 
benefit,  in  order  that  he  may  without  let  or  hindrance  loot 
the  aggregate  fund  of  fire  insurance  which  is  supposed  to 
be  apportioned  fairly  among  property  owners.  The  laws 
prohibiting  coinsurance  practically  deliver  the  small  prop- 
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erty  interests  bound  hand  and  foot  over  to  the  large  prop¬ 
erty  interests  to  be  plucked  at  leisure. 

The  elusiveness  of  the  principle  of  coinsurance  makes  it 
rather  difficult  to  show  just  how  the  skillful  plutocrat  has 
stacked  the  cards  on  the  proletariat,  but  it  is  well  to  explain 
at  the  outset  that  coinsurance  was  originally  and  by  its  very 
nature  intended  to  protect  small  property  interests  against 
the  juggling  of  policy  forms  which  by  indirect  and  subtle 
ways  enabled  large  property  interests  to  evade  the  payment 
of  a  just  portion  of  the  insurance  tax.  The  poor  man  with 
his  dwelling  or  shop,  the  middle  classes  with  their  comfort¬ 
able  homes  and  mercantile  establishments,  were  never  sub¬ 
jected  to  the  conditions  of  coinsurance  because  from  the  na¬ 
ture  of  their  property  coinsurance  was  comparatively  unim¬ 
portant.  Their  own  interests  invariably  prompted  these  peo¬ 
ple  to  insure  their  property  for  as  much  as  it  ought  to  be 
insured  for,  as  they  could  not  afford  to  take  the  chances  of 
any  material  portion  being  unprotected  against  fire.  The 
demand  for  laws  prohibiting  coinsurance  did  not  come  from 
these  classes,  but  from  large  and  distributed  manufacturing 
plants,  emporiums  of  trade  segregated  into  more  than  one 
risk,  fire  proof  buildings,  railways,  and  in  general  all  large 
establishments  in  cities  of  high  grade  municipal  protection 
in  which  the  probabilities  are  strong  that  a  fire  will  be  ex¬ 
tinguished  with  a  small  partial  loss. 

By  skillfully  wording  their  policies  these  property  own¬ 
ers  are  able  to  make  their  insurance,  for  say  twenty  per  cent 
of  the  total  value,  go  as  far  in  protecting  their  interests  as 
eighty  per  cent  would  go  in  protecting  the  poor  man.  There 
is  one  and  only  one  way  to  cure  this  injustice  and  that  is  to 
insert  in  every  policy  a  clause  providing  that  if  the  property 
is  not  insured  for  eighty  per  cent  (or  some  other  uniform 
ratio)  of  its  value  the  assured  himself  shall  be  a  coinsurer 
for  the  deficit.  All  that  a  man  has  to  do  under  this  clause 
is  to  keep  his  property  insured  for  not  less  than  the  estab¬ 
lished  per  cent  of  its  value.  When  he  does  this  the  clause 
does  not  in  any  way  affect  his  insurance,  but  when  he  lets 
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his  insurance  fall  below  eighty  per  cent  of  the  value  he  is  in 
the  position  of  a  coinsurer  for  the  deficit.  The  law  makers 
of  several  European  nations  saw  the  chances  for  wholesale 
discrimination  and  favoritism  in  the  skillful  juggling  of 
policy  forms  and  long  ago  enacted  laws  requiring  coinsur¬ 
ance  to  be  enforced  in  every  loss  adjustment.  In  Great 
Britain  and  in  all  parts  of  Europe  coinsurance  is  practically 
universal.  A  number  of  our  states  have  allowed  the  large 
property  interests  to  pull  the  wool  over  their  eyes  and  se¬ 
cure  the  enactment  of  a  law  that  ignores  the  experience  of 
older  civilizations  and  every  principle  of  fair  play,  not  so 
much  between  the  companies  and  their  patrons,  as  among 
policy  holders  themselves.  To  forbid  the  application  of  the 
coinsurance  principle  in  fire  insurance  is  to  assassinate  fair 
play,  but  in  addition  this  prohibition  affords  another  illus¬ 
tration  of  the  anti-mathematical  influences  which  preclude 
all  possibility  of  justice  in  the  measurement  of  fire  hazard. 
It  is  a  mathematical  impossibility  to  measure  fire  hazard 
and  properly  apportion  the  fire  tax  among  the  people  except 
on  the  assumption  that  all  property  shall  be  insured  for 
some  one  uniform  and  universal  ratio  of  insurance  to  value. 
It  makes  no  difference  what  this  ratio  be  if  it  is  uniform. 
If  all  property  were  insured  for  only  twenty  per  cent  of 
its  value  its  relative  hazard  could  be  measured  as  well 
as  if  insured  for  eighty  per  cent  of  the  value,  but  when 
some  property  is  insured  for  twenty  per  cent  of  its  value 
and  other  property  for  eighty  per  cent  it  is  impossible  to 
apportion  rates  with  justice  to  all.  There  is  no  known  way, 
no  mathematical  formula,  which  will  establish  a  proportion¬ 
ate  rate  between  properties  insured  for  different  ratios  of 
their  value.  Should  the  States  decide  to  embark  in  the 
business  of  rate  making,  this  is  one  of  the  first  and  most 
perplexing  questions  they  would  encounter,  and  there  would 
be  no  evading  the  final  conclusion  that  if  they  were  to  meas¬ 
ure  rates  mathematically  it  would  first  be  necessary  to  re¬ 
peal  the  anti-coinsurance  laws  and  enact  in  their  place  laws 
requiring  the  coinsurance  clause  to  be  a  part  of  every  policy 
issued. 
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INFLUENCES  NOT  ANTI-MATHEMATICAL. 

The  influences  so  far  discussed  have  all  been  anti- 
mathematical  in  that  they  interfere  with  the  application 
of  mathematical  principles  to  the  measurement  of  fire  haz¬ 
ard.  There  are  other  influences  which  do  not  interfere 
with  the  calculus,  but  are  of  equal  importance  for  good  or 
evil  in  proportion  as  they  tend  to  increase  or  decrease  the 
tax  intended  to  make  good  our  national  fire  waste. 

The  tax  upon  the  gross  premiums  of  fire  companies  en¬ 
tails  a  corresponding  increase  in  fire  rates, — this  is  inevit¬ 
able.  Aside  from  insurance  no  other  form  of  activity  is 
taxed  in  this  way,  which,  to  say  the  least,  is  an  illogical 
way,  because  it  is  a  tax  upon  a  tax,  or  what  is  the  same, 
a  tax  upon  outgo  instead  of  income.  It  would  be  just  as 
reasonable  to  tax  a  merchant  upon  his  expense  account,  or, 
for  that  matter,  to  tax  him  upon  the  tax  bills  he  pays  to 
the  county  collector.  This,  however,  is  the  least  objection¬ 
able  feature  of  these  tax  laws.  The  more  property  de¬ 
stroyed  by  fire  the  higher  the  rates,  and  the  higher  the  rates 
the  more  revenue  received  by  the  State.  Briefly  stated,  this 
is  the  equation  on  which  our  State  governments  exact  an 
immense  contribution  from  a  great  social  evil.  The  short¬ 
sighted  politician  forgets  fire  waste  in  his  eagerness  for 
State  revenue  from  a  source  where  it  is  sure  and  easily 
collected,  and  the  law  thus  makes  it  to  the  advantage  of 
machine  politics  that  the  aggregate  fire  premiums  of  the 
State  be  increased  rather  than  decreased.  As  before  stated, 
the  State,  through  these  tax  laws,  becomes  a  silent  and 
irresponsible  partner  of  the  industry,  a  partner  who  appro¬ 
priates  all  the  profits,  with  none  of  the  responsibilities. 
This  creates  an  indirect,  insiduous  and  dangerous  form  of 
moral  hazard  which  corrupts  the  very  fountain  head  of 
our  law,  not  only  in  its  enactment,  but  in  its  administra¬ 
tion  and  interpretation,  and  in  this  way  an  organized  pillage 
of  the  governed  is  established  for  the  benefit  of  the  under¬ 
world  in  politics. 

An  even  more  barefaced  violation  of  the  elementary  prin- 
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ciples  of  justice  is  found  in  the  so-called  valued  policy  law, 
which  not  only  fosters  an  indifference  to  fire  waste  but 
offers  a  direct  reward  to  the  incendiary.  This  law  has 
been  so  emphatically  and  so  generally  condemned  by  gov¬ 
ernors,  insurance  commissioners,  fire  marshals  and  other 
State  officials,  that  nothing  remains  to  be  said.  No  more 
iniquitous  law  ever  appeared  upon  the  statute  books  of  a 
civilized  nation,  and  the  time  will  come  when  it  will  take 
its  place  along  with  the  witchcraft  legislation  of  our  for¬ 
bears  among  the  obsolete  statutory  monstrosities  which  will 
cause  future  generations  to  marvel  that  such  things  could 
have  existed. 

On  the  other  hand,  there  are  unlimited  possibilities  for 
good  in  the  enactment  of  uniform  codes  requiring  a  high 
standard  of  building  construction  and  electrical  installation, 
also  a  uniform  code  regulating  the  storage,  sale  and  hand¬ 
ling  of  explosives  and  high  combustibles.  In  addition  to 
these  much  is  to  be  hoped  for  from  the  enactment  of  fire 
marshal  laws  and  laws  requiring  a  civil  service  examination 
as  to  the  mental  and  moral  equipment  of  every  man  author¬ 
ized  to  solicit  business  from  the  public,  either  as  an  agent, 
broker  or  employe.  The  welfare  of  the  public  is  just  as 
dependent  upon  the  character  and  reliability  of  the  inter¬ 
mediary  who  solicits  the  insurance  and  formulates  the  policy 
as  it  is  dependent  upon  the  character  and  reliability  of  the 
doctor,  lawyer,  pilot  or  railway  engineer. 

FIRE  MARSHAL  LAWS. 

The  fire  marshal  law  has  already  been  adopted  by  a  few 
States,  but  as  a  rule  it  provides  only  for  investigation  after 
fires  and  the  value  of  the  law  in  suppressing  fire  waste  has 
not  been  important.  In  order  to  realize  the  full  benefit  of 
this  law  the  duties  of  the  Fire  Marshal  should  be  largely 
preventative  through  inspections  of  premises,  at  least  in 
conflagration  districts,  where  any  building  may  be  the  cause 
of  destroying  an  entire  city.  To  do  this  would  require  in 
each  state  scores  of  official  inspectors  and  entail  an  imprar- 
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ticable  expense.  An  alternative  that  would  be  even  more 
effective  would  be  to  make  use  of  the  hundreds  of  inspec¬ 
tors  in  each  State  employed  by  the  fire  companies  them¬ 
selves.  The  services  of  these  inspectors  could  be  obtained 
without  cost.  They  would  be  trained  inspectors,  free  from 
political  influence  and  with  no  possible  motive  that  could  in¬ 
terfere  with  the  thoroughness  or  fairness  of  their  work. 
By  equipping  each  inspector  with  a  star  and  authority  to 
inspect  premises  and  report  dangerous  conditions  to  the  fire 
marshal,  an  important  and  widespread  movement  would  be 
started  for  the  prevention  of  fire  waste.  The  States  have 
accomplished  practically  nothing  in  the  reduction  of  fire 
waste  by  keeping  the  fire  underwriting  personnel  under  the 
ban  of  suspicion,  and  it  would  be  well  worth  the  experiment 
to  utilize  this  personnel  for  a  time  in  the  capacity  of  volun¬ 
tary  and  unsalaried  servants  of  the  State. 

FIRE  UNDERWRITERS  AS  PUBLIC  SERVANTS  INSTEAD  OF  PUBLIC 

ENEMIES. 

4  ... 

The  sum  and  substance  of  the  recommendations  in  this 
paper  are  that  the  public  and  lawmakers  end  their  “thirty 
years  war”  on  fire  insurance  and  inaugurate  an  active  cam¬ 
paign  against  fire  waste.  This  involves  a  complete  change 
of  mental  attitude  on  the  part  of  legislators  and  the  utiliza¬ 
tion  of  the  tremendous  potentialities  for  good  in  the  indus¬ 
try  itself  in  a  common  crusade  in  which  everybody  can  en¬ 
thusiastically  join.  In  his  History  of  European  Morals 
Lecky  wisely  says:  “The  prosperity  of  nations  and  the 
progress  of  civilization  are  mainly  due  to  the  exertions  of 
men  who  while  pursuing  strictly  their  own  interests  were 
unconsciously  promoting  the  interests  of  the  community. 
The  selfish  instinct  which  leads  men  to  accumulate,  confers 
ultimately  more  benefit  upon  the  world  than  the  generous 
instinct  that  leads  men  to  give.” 

Some  of  the  most  brilliant  achievements  of  government 
have  resultedffrom  laying  aside  enmities  and  making  use  of 
lawless  or  apparently  unmanageable  groups  as  recognized 
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instrumentalities  of  the  law.  Troops  of  unconquerable 
rebels  or  even  brigands  have  been  pardoned,  uniformed  and 
put  to  excellent  service  as  scouts,  police,  soldiers  or  other 
conservators  of  the  law.  England  found  among  her  an¬ 
cient  foemen,  the  Sikhs,  her  best  troops  in  India,  and  the 
North  American  Indians  who  of  old  scalped,  tortured  and 
slaughtered  on  our  Western  frontier,  are  now  hardy,  self- 
respecting  and  reliable  soldiers. 

It  may  truthfully  be  claimed  that  the  changes  herein 
suggested  would  in  large  measure  turn  the  whole  body  of 
our  fire  insurance  legislation  topsy-turvy,  but  in  the  light 
of  facts  and  long  experience  with  these  laws,  can  any  one 
logically  contend  that  they  ought  not  to  be  turned  topsy¬ 
turvy,  if  the  real  end  sought  is  to  reduce  fire  waste  and  the 
fire  tax  ? 

Some  of  these  laws  were  “conceived  in  sin  and  born  in 
iniquity.”  Some  were  begotten  by  a  vindictiveness  which 
was  only  too  ready  to  cut  off  the  nose  of  public  welfare  to 
spite  the  face  of  a  much  hated  and  misunderstood  industry. 

Fire  underwriting  is  a  comparatively  new  form  of  in¬ 
dustrial  activity  that  has  practically  become  a  recognized 
function  of  civilization  within  fifty  years.  It  is  an  industry 
full  of  paradoxes  and  illusive  appearances.  Like  the  pho¬ 
tographic  negative,  it  shows  in  dim  outlines  a  picture  m 
which  white  appears  black  and  black  white,  and  as  with  the 
negative  it  is  only  necessary  to  place  in  upon  a  piece  of 
sensitized  paper  and  lay  it  out  in  the  sunshine,  so  in  fire  in¬ 
surance  the  picture  is  there,  and  if  we  subject  it  to  the  light 
of  day  it  will  start  forth  in  its  true  colors,  showing  white 
as  white  and  black  as  black. 

The  fire  insurance  fraternity,  consisting  of  hundreds  oi 
thousands  of  citizens,  is  not  a  body  of  brigands  or  rebels  or 
North  American  Indians,  but  a  large,  important  and  law 
abiding  social  group,  engaged  in  the  transaction  of  a  diffi¬ 
cult  and  useful  function  in  our  civilization, — a  function 
with  more  than  its  share  of  new  and  perplexing  problems. 
The  highest  wisdom  of  our  legislative  bodies  would  be  to 
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cast  aside  unreasoning  prejudices  and  so  shape  their  laws 
that  this  great  corps  of  trained  intelligence  may  be  made 
most  efficient  in  a  crusade  against  the  awful  fire  waste 
which  is  depleting  our  national  resources  with  undiminished 
vigor  in  spite  of  long  years  of  worse  than  useless  legisla¬ 
tion,  in  which  white  has  been  persistently  mistaken  for 
black  and  black  for  white. 

Our  lawmakers  can  most  effectively  suppress  fire  waste 
and  reduce  the  fire  tax  through  an  intelligent  working 
agreement  with  the  industry  of  fire  insurance  which  will 
encourage  fire  underwriters  to  go  ahead  and  perform  their 
duties  in  peace  as  useful  and  well  trained  servants  in  a  great 
work  which  concerns  every  American  citizen. 

ENLIGHTENED  SELFISHNESS  PRECLUDES  TRUST  METHODS. 

But,  it  will  be  asked,  If  the  spirit  of  existing  laws  be  thus 
reversed,  what  is  to  prevent  fire  insurance  from  becoming 
an  arbitrary  and  irresponsible  monopoly?  This  question, 
which  goes  to  the  root  of  things,  deserves  a  frank  answer. 

As  already  stated,  every  day  selfish  instincts  are  the 
mainspring  of  all  human  emprise,  and  the  question  is,  What 
might  be  expected  from  a  free  and  untrammeled  exercise  of 
these  instincts  brought  out  into  the  light  of  day  with  a  pub¬ 
licity  which  will  enable  all  men  to  see  the  workings  of  the 
innermost  machinery  of  the  industry?  This  publicity  is 
always  productive  of  the  enlightened  selfishness  which  does 
more  for  human  progress  than  unenlightened  altruism. 

Throughout  the  entire  world,  so  far  as  known,  the  fire 
companies  have  always  had  the  unquestioned  right  to  make 
their  own  measurements  and  establish  their  own  selling 
prices,  either  severally  or  conjointly.  The  only  exception 
to  this  governmental  attitude  is  found  in  about  twenty  of 
our  anti-compact  States.  In  all  other  parts  of  the  civilized 
world  there  is  apparently  no  legal  obstacle  to  prevent  the 
fire  companies  from  organizing  themselves  into  a  grinding 
monopoly  and  wringing  profits  out  of  the  public  at  their 
pleasure.  We  would  naturally  expect  this  monopoly  to 
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exist  in  countries  where  there  is  no  obstacle  to  its  existence, 
but  we  find  the  exact  opposite.  Among  the  several  States 
of  the  Union,  we  find  the  lowest  prevailing  rates  in  States 
where  there  is  nothing  but  an  enlightened  selfishness  to  pre¬ 
vent  them  from  being  the  highest  rates.  If  we  extend  the 
comparison  to  European  countries  the  contrast  is  startling. 
With  apparently  nothing  to  prevent  the  fire  companies  from 
constituting  themselves  a  remorseless  monopoly,  if  they  so 
wish,  we  find  the  prevailing  rates  so  low  that  they  are  much 
less  than  even  the  commissions  we  are  paying  American 
agents  for  securing  the  business.  In  many  parts  of  Europe 
the  average  rates  are  less  than  one-tenth  of  the  average 
rates  paid  in  the  United  States  and  nowhere  are  they  more 
than  one-sixth  of  our  rates.  If  this  be  monopoly  we  cer¬ 
tainly  need  the  same  kind  of  monopoly  in  the  United  States. 

After  this  comparison  of  existing  conditions,  it  is  proper 
to  inquire  whether  they  are  not  the  logical  result  of  an 
enlightened  selfishness  on  the  part  of  fire  underwriters 
themselves. 

The  great  representative  fire  companies,  native  and  for¬ 
eign,  who  through  conservative  management,  judicious  se¬ 
lection  of  business,  and  economies,  are  the  backbone  of  fire 
insurance,  have  always  and  everywhere  stood  for  rates  so 
low  that  they  will  not  tempt  new  competitors  into  the  indus¬ 
try.  They  have  learned  through  experience  that  new  compa¬ 
nies  can  force  their  way  into  the  business  only  by  trampling 
down  the  traditions  of  sound  practice,  that  they  inevitably 
introduce  new  and  unsafe  methods,  and  that  they  must 
either  start  with  new  and  ignorant  agents  who  have  every¬ 
thing  to  learn  or  buy  their  way  into  established  agencies 
through  the  surreptitious  inducements  that,  as  Fire  Marshal 
Peterson  truly  says,  tend  to  increase  the  expenses  of  the 
industry.  Ninety-nine  out  of  a  hundred  of  these  new  com¬ 
petitors  may  and  probably  will  end  in  failures  soon  or  late, 
but  meanwhile  each  one  must  enact  its  little  part  as  a  bull  in 
the  china  shop  of  fire  insurance.  During  its  brief  exist¬ 
ence  it  sets  the  gait  for  the  march  of  demoralization,  and 
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every  company,  big  or  little,  must  keep  step  if  it  would  pre¬ 
serve  its  agency  plant  and  business.  As  these  ventures  die 
off  one  by  one,  each  leaves  its  orphaned  agents  in  the 
crowded  nest  of  fire  insurance  to  be  cared  for  at  the  ex¬ 
pense  of  the  industry.  These  agents,  trained  in  evil  meth¬ 
ods,  once  in  the  industry,  are  there  to  stay  and  must  seek 
another  company  of  the  same  kind,  and  so  in  an  unending 
round  the  influx  of  new  competitors  tends  to  swell  the  in¬ 
creasing  tide  of  demoralization  and  load  up  the  industry 
with  undesirable  agents  who  must  be  supported  by  hook  or 
by  crook.  Is  it  any  wonder  that  the  old  and  tried  veterans 
should  have  learned  that  rates  high  enough  to  cause  an  ac¬ 
cession  to  their  ranks  are  to  be  shunned  like  a  plague? 

ENLIGHTENED  SELFISHNESS  WITH  STATE  SUPPORT  WILL 
SOLVE  THE  PROBLEM. 

Now  if  these  results  follow  from  rates  not  enforced  by 
State  authority,  what  may  naturally  be  expected  from  en¬ 
lightened  selfishness  in  the  event  that  the  States  not  only 
permit  the  companies  to  make  rates,  but  support  these  rates 
by  legal  penalties  for  their  violation? 

The  first  result,  of  course,  would  be  order  in  lieu  of 
chaos.  A  close  discriminative  measurement  of  hazard 
would  be  instituted  and  universally-  enforced.  It  would 
for  the  first  time  in  history  become  possible  to  extend  math¬ 
ematical  treatment  to  the  relativity  which  should  exist  be¬ 
tween  the  rates  of  the  several  States  according  to  their  rec¬ 
ords.  It  would  become  possible  to  distribute  the  transcend¬ 
ental  losses  from  city  conflagrations  by  the  application  of 
recognized  mathematical  formulae,  and  it  would  become  pos¬ 
sible  to  raise  or  lower  the  body  of  relations  so  established 
year  after  year  from  past  experience  so  as  to  make  the 
average-rate,  advance  or  recede  in  harmony  with  the  annual 
variation  in  loss  ratios.  All  these  things  might  be  accom¬ 
plished  through  friendly  conferences  between  associations 
of  State  officials  and  associations  of  companies.  The  inev¬ 
itable  result  of  this  would  be  that  fire  insurance  would  soon 


38 


come  to  partake  of  the  stability  and  certainty  of  banking  in 
its  annual  income  and  outgo.  Capital  would  not  be  long  in 
learning  these  changed  conditions  and  that  the  road  to  suc¬ 
cess  in  fire  insurance  must  lie  in  underwriting  judgment 
and  economy  of  management  rather  than  through  blind 
speculative  plunging  in  a  field  mistakenly  supposed  to 
abound  in  fabulous  profits.  With  the  elimination  of 
chance,  fire  insurance  would  become  a  business  of  small  but 
reasonably  sure  profits.  In  view  of  these  certain  results, 
is  there  any  room  to  doubt  that  the  enlightened  selfishness 
of  the  representative  companies  in  fire  insurance  would 
bend  every  energy  to  keep  the  selling  prices  of  fire  indem¬ 
nity  down  so  near  the  cost  line  that  there  would  be  no 
temptation  for  capital  to  desert  other  fields  of  investment 
for  an  industry  of  endless  detail  and  perplexity,  where  suc¬ 
cess  could  only  be  hoped  for  by  the  skilled  methods  and 
economies  which  cannot  be  bought  or  learned  save  through 
the  hard  school  of  experience. 

The  theories  advanced  in  this  paper  may  involve  a  com¬ 
plete  revolution  in  the  State  regulation  of  fire  insurance, 
but  the  public  official  who  has  the  clarity  of  vision  to  see  the 
truth  and  the  courage  to  champion  this  revolution  to  a  suc¬ 
cessful  issue,  will  win  enduring  fame  as  one  who  emanci¬ 
pated  the  people  from  that  large  and  needless  part  of  our 
annual  tribute  to  the  Fire  Fiend  that  is  due  to  mistakes 
resulting  from  the  spirit  of  our  past  legislation. 
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